There were arguments and counter arguments with regard to the impact on Indian economy of the global financial meltdown. The paper examines the economic scenario in India. The belief that Indian economy was adequately insulated from such global development has been found to be only partially correct. The crises affected the economy via dwindling foreign exchange reserves as significant amount of it had to be withdrawn from equity market by the foreign institutional investors. The phenomenon resulted in the adverse effect on various key macro variables which include balance of payments and employment. India's slow pace of lessening further controls, albeit because of political compulsions, came in handy for the economy.
Introduction
When, the financial crisis erupted in a comprehensive manner in U.S and Europe in August, 2007. It was argued that India would be relatively immune to this crisis, because of the "strong fundamentals" of the economy and the supposedly well-regulated banking system. This argument was emphasized by the Finance Minister and others even when other developing countries in Asia clearly experienced significant negative impact, through transmission of stock market turbulence and domestic credit strictness. But now the crisis is entering into third year and many have termed it the 'worst financial crisis of the last century'.
The view that the Indian economy would be less adversely affected by the global economic crisis because of limited integration and other inherent strengths has proved to be wrong. The financial meltdown, morphed into a global economic downturn with the collapse of Lehman Brothers on 23 September 2008, the impact on the Indian economy was almost immediate. The economic boom in India that preceded the current downturn was dependent upon greater global integration in three ways: increased dependence on capital inflows, especially of the short-term variety, greater reliance on exports particularly of services; and the role these played in underpinning a domestic credit-fuelled consumption and investment boom.
Foreign Capital Flow
Capital flows could not have been an unmixed blessing for the economy as they have largely been associated with increased investment in stock market activity which in turn resulted in the build-up of inflationary pressures. 
Export and Import
Credit crunch tended to have a greater impact on Indian exports than imports. The difficulty of importing components or raw materials directly required for producing exportable also has a negative impact on domestic demand. Indian economy has been through the steep decline in demand for India's exports in its major markets. The first sector to be hit was the gems and jewelry which felt the impact in November itself and where more than 300,000 workers have lost their jobs. The worst downside scenario could be for the US economy being trapped in a Japan like "L" shaped recovery for the next few years. This will imply a further decline in world exports and softening of global commodity prices. In turn, it will result in sharp slowdown in world exports and result in widespread unemployment and social stress in major exporting economies. This could well generate irresistible protectionist sentiments and if governments do succumb to these, it will unleash the dreaded downward cycle which could see the global economy plunging over the precipice into a prolonged recession. It is, therefore, prudent not to underestimate the severity of the present crisis.
Unemployment in India
One of the serious problems of the global crises has been the rising unemployment and heightened uncertainty in the labour markets. In India, due to the dependence of a large section of the labour force on the agriculture sector for employment, the negative employment effect has been relatively moderate due to 
Conclusion
After a long spell of growth, the Indian economy is experiencing a downturn. Industrial growth is faltering, inflation remains at double-digit levels, the current account deficit is widening, foreign exchange reserves are depleting and the rupee is depreciating. The last two features can also be directly related to the current international crisis. The most immediate effect of that crisis on India has been an outflow of foreign institutional investment from the equity market. 
